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No. 15
TAX COMMITTEE COMMENTS AND RECOMMENDATIONS

Comments on Proposed Regulations Under
Section 964(b) of the Internal Revenue Code of 1954
Relating to Blocked Earnings and Profits

Submitted to the IRS - April 14, 1965

Part of a Special Series Published by
The American Institute of Certified Public Accountants

COMMITTEE ON FEDERAL TAXATION

of the
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Comments on Proposed Regulations Under Section
964(b) of the Internal Revenue Code of 1954
Relating to Blocked Earnings and Profits

Section

1.964-2(b)(2)

1

It is unfair to deprive U.S. shareholders of
the blocked income rule where a distribution
may be made by a lower-tier controlled foreign
corporation only to an Intervening controlled
foreign corporation and where a further distribu 
tion is blocked within the full meaning of
the proposed regulations.
The blocked earn
ings rule should apply if the actual result
is that it is Impossible to remit earnings to
the U.S. shareholder.
The rule proposed in
the sentence above is not subject to abuse
because the U.S. shareholder is not likely to
voluntarily and purposely arrange a chain of
ownership through a blocked currency country
merely to secure deferment.
2

1.964.2(b)(3)

A state of affa
irs has been known to exist
in foreign countries where, although no legal
restrictions exist as defined here, dollar or
other convertible exchange is simply not avail
able for purchase, and this circumstance, along
with export regulations, has the practical effect
of making it Impossible to remit foreign earn
ings either directly or indirectly.
It should
be made clear that if the steps described in
Proposed Regulations Section 1.964-2(b)(6) are
taken, the earnings will be considered blocked
even though there is no specific law denying
the legal right to purchase dollars or other
freely convertible currency.

3

1.964-2(b)(3)

The rule proposed in the last sentence of this
provision should not apply even though export
restrictions are absent if the currency derived
from the export transaction (dollars or other

convertible currency) is required to be remitted
to the exporting country and turned over to
an agency of its government in exchange for
local currency or credits which are not con
vertible.

4
1.964- 2(b)(4)(ii)

This rule goes contrary to accepted U.S. tax
concepts that income is not constructively
received if its actual receipt would cause a
substantial penalty to fall on the recipient.
If under the laws of a foreign country a sub
stantial increase in tax would result from the
distribution of earnings, the controlled
foreign corporation should be allowed to treat
the required accumulation of earnings as blocked.
Since subsequent foreign taxes will thereby
be reduced, with a similar reduction in subse
quent foreign tax credits for U.S. tax purposes,
the effect of this would not only be equitable
but would also serve to Increase ultimate U.S.
tax revenues.
5

l.964-2(c)(2) and (3) It should be made clear to avoid "double up"
that any of the circumstances which amount to
’’removal of restrictions or limitations” should
be applied first against earnings and profits
which were not previously treated as blocked.
6
2(
1.964-

Example

c)(5)

In addition to amending proposed Regulations
Sections 1.964-2(c)(2) and (3), the illustra
tion in Proposed Regulations Section 1.964-2(c)(5)
should be revised to give effect to the sugges
tion made in
above.
For example, the illus
tration could be changed to show that the
$20,000 of property acquired by A Corporation
in 1964 consists of $10,000 of convertible
earnings from 1963 and the additional $10,000
converted by the purchase of property.
On
the other hand, if A Corporation could still
convert an additional $10,000 by obtaining a
license, there is support for treating the
total of $30,000 of A Corporation’s 1963 earn
ings as unblocked.
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The same reasoning should be illustrated in
paragraph (e) of the illustration to demonstrate
that only $5,000 of additional unblockage
results if the $15,000 actual conversion in
cludes the $10,000 conversion right referred to
in paragraph (b) of the Illustration.
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